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TRENDS IN INTERNATIONAL TRADE AND PAYMENTS
Patterns of world trade and payments
have altered greatly during the past two
years, as expanding world demands have
pressed more heavily upon productive ca-
pacity. Among the most consistent trends
has been the growth of European foreign
trade, which is shown in the chart. Recov-
ery of industrial and agricultural produc-
tion in Western Europe has been accom-
panied by a remarkable expansion of intra-
European trade and by a fairly steady rise
in European imports from overseas areas
other than the United States. Since the
business recession in the first half of 1949,
United States imports from all areas have also
increased. Larger payments by the major in-
dustrial countries have resulted in higher in-
comes and greater availability of foreign ex-
change in other countries—developments that
have contributed to the recent acceleration in
the rise of European exports, and also to an
increase in United States exports.
The over-all decline in United States ex-
ports after mid-1947, which was due partly
to the increasing severity of import con-
trols in other countries in 1948 and 1949 and
partly to European recovery, came to an end
early last year. Although the competitive
position of European goods was improved
by the devaluations of sterling and other
currencies in 1949, demands for United
States products remained very strong.
By June 1950 many countries had made
considerable progress in reconstituting their
gold and dollar reserves, which had reached
low levels in 1949. In practically all in-
dustrial countries production, employment,
and incomes were rising. Under these con-
ditions the sharp change in the outlook for
rearmament following the Communist ag-
gression in Korea produced a new surge of
demand around the world, for both raw ma-
terials and finished manufactures.
IMPORTS AND EXPORTS OF E R P COUNTRIES
VOLUME AT 1948 PRICES
BILLIONS OF DOLLARS QUARTERLY BILLIONS OF DOLLARS
NOTE.—Based on Economic Cooperation Administration data
for dollar value of ERP trade (imports, c.i.f., exports, f.o.b.)
and quantity indexes for intra-ERP and other trade, and on
Department of Commerce unit value indexes for United States
exports to ERP countries. Fourth quarter 1950 partly esti-
mated by Federal Reserve.
During the past year settlements of bal-
ances in the payments among countries have
been made in a variety of ways. The United
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States transferred to other countries in 1950
gold and dollar assets amounting to 3.6 bil-
lion dollars. As the table shows, nearly
half of this total was added to the holdings
of countries outside Western Europe, either
through their direct transactions with the
United States or through the net transfers
of dollars to them from European countries.
Besides international transfers of dollars and
gold, payments in sterling played a major
role in the financing of world trade. Settle-
ments among Western European countries
in the second half of 1950 were made
through the European Payments Union set
up with United States backing. Bilateral
arrangements under which central banks
or governments lend or hold balances in
other currencies became less important in
1950, but were still used for settlements be-
tween some of the Latin American coun-
tries and the Continental European coun-
tries. The fact that the Continental Euro-
pean countries, as a group, continued to have
deficits in their transactions with most other
areas constituted one obstacle to the termi-
nation of these bilateral arrangements.
Continental Europe has not attained equi-
librium in its balance of payments with the
rest of the world, and it is expected that re-
armament will place new burdens on the
economies of this area in 1951. The im-
provement in these countries' reserves in
1950 would not have been possible without
continued aid from the United States
through the European Recovery Program.
The United Kingdom, unlike the Conti-
nental countries, had an over-all surplus in
its balance of payments in 1950. Much of
the rise in its gold and dollar reserves, how-
ever, resulted from United States aid and
from large transfers by other members of
the sterling area in exchange for additions
to their holdings of sterling reserves.
UNITED STATES BALANCE OF PAYMENTS
[In billions of dollars]
Item
Goods, Services; and Private
Donations








Balance on goods and services..
Private donations (deduct)....
Balance on goods, services, and
private donations
Capital and U. S. Government
Grants (minus indicates net
financing provided)




U. S. private capital
Errors and omissions, and in-
terarea transfers of dollars.. .
Foreign countries' capital assets,
net
Purchases of gold from
United States




Exports of goods and serv-
ices
Balance on goods and
services






























































































1 Includes international institutions: U. S. Government grants,
—0.1; "interarea transfers," —0.1 (excess of transfers to Bank for
International Settlements as agent for EPU over other net transfers
from international institutions); and capital assets, +0.2.
2 Differs from trade statistics used in other tables because of
adjustments, such as for U. S. Government purchases, sales, and
transfers.
NOTE.—Derived from Department of Commerce data, pre-
liminary. Details may not add to totals because of rounding.
Transfers under the Mutual Defense Assistance Program (MDAP)
cannot be allocated between goods and services, nor between areas
in detail, except approximately between the ERP countries as a
group and the rest of the world on the basis of expenditures under
Title III of the Mutual Defense Assistance Act.
The United States balance of payments
in early 1951 was apparently following the
general pattern of the last quarter of 1950.
Imports were somewhat higher, while ab-
normal capital movements in response to
temporary incentives, which were not large
in the last quarter, almost disappeared after
the end of 1950. In the October-Decem-
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ber quarter United States exports of goods
and services, apart from those covered by
the Mutual Defense Assistance Program,
amounted to 3.8 billion dollars, and exceeded
imports of goods and services and private
donations by only 200 million dollars, as is
shown at the bottom of the table. How-
ever, United States Government grants and
credits under the European Recovery and
other nonmilitary programs provided about
800 million dollars of financing for these
exports. Moreover, about 300 million dol-
lars, net, was made available in the fourth
quarter of 1950 by United States private
capital movements, including long-term in-
vestments as well as the short-term flow,
and by unidentified transactions. In settle-
ment for the excess of United States imports
over the part of United States exports that
was not financed directly or indirectly from
these sources, about 900 million dollars of
gold and dollar assets was transferred to
foreign countries.
THE CURRENT ACCOUNT IN THE UNITED
STATES BALANCE OF PAYMENTS
In recent months, in contrast to earlier
periods, there have been only small differ-
ences between the value of United States
merchandise exports and the value of mer-
chandise imports. The earlier gap between
exports and imports of goods and services,
shown in the chart, was narrowed in 1949
primarily by the decrease of merchandise ex-
ports, and then in the first half of 1950 by
the rise in imports.
Both imports and exports rose rapidly in
the second half of 1950. The value of im-
ports continued to increase in the early
months of 1951, partly reflecting the sharp
advances in prices of raw materials that oc-
curred around the turn of the year. Mar-
kets for United States exports have been
very strong, as world demands for industrial
products can no longer be met from in-
creasing output in other countries to the ex-
tent that was possible in 1949 and the first
part of 1950. Uncertainties as to the trend
of nonmilitary exports relate chiefly to supply
availabilities in this country, and these in
turn depend in part on the extent to which
domestic demand for exportable products
will be restrained by fiscal, monetary, and
other control measures.
BALANCE OF PAYMENTS OF THE UNITED STATES
SELECTED COMPONENTS
BILLIONS OF DOLLARS QUARTERLY BILLIONS OF DOLLARS
NOTE.—Department of Commerce data. "U. S. Government
grants and loans" includes, in addition to grants, other transfers
and net long- and short-term Government capital, but is adjusted
to exclude subscriptions to the International Monetary Fund
and International Bank for Reconstruction and Development.
Merchandise trade dominates the current
account in the United States balance of pay-
ments. In the fourth quarter of 1950 ex-
ports of goods amounted to about 3.1 bil-
lion dollars, including certain transactions
not included in the regularly recorded trade
statistics. Imports of goods, similarly ad-
justed, were valued at 2.8 billion, as shown
in the table on the preceding page. Thus
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the excess of merchandise exports was about
300 million dollars.
Service transactions, including income on
investments, yielded an additional surplus
estimated at about 300 million dollars in
the fourth quarter of 1950. The over-all
balance on goods and services was thus an
export surplus of 600 million, of which,
however, 300 million represented transfers
under the Mutual Defense Assistance Pro-
gram. Payments on account of private do-
nations and remittances abroad, which are
usually not classed with imports of goods
and services but which also are current rather
than capital transactions, amounted to 120
million dollars.
In the service account there was a notable
trend in 1949 and most of 1950 toward closer
balance. This reflected mainly the restora-
tion of Western Europe's merchant ship-
ping services and the continued growth of
American tourist travel abroad. During this
period the rise in net United States payments
for travel and transportation exceeded the
rise in income from investments abroad. Ex-
penditures by military personnel abroad have
been increasing since mid-1950.
MERCHANDISE IMPORTS
Demands in the United States for im-
ported goods have grown extraordinarily
during the year and a half since the cur-
rency devaluations of September 1949. The
value of total imports rose sharply in the
latter part of 1949, and then increased by
50 per cent from the fourth quarter of
1949 to the fourth quarter of 1950. The rise
in imports has been supported by a broad
growth of demand in this country, linked
with the rapid advance of United States
production and incomes during this pe-
riod.
Increases in quantity of imports have
been widely distributed among commodity
groups, including semifinished and finished
manufactures as well as raw materials. For
imports as a whole the quantity increase
from the fourth quarter of 1949 to the fourth
quarter of 1950 was about 20 per cent, al-
most as much as the 25 per cent rise in in-
dustrial production. The average monthly
quantity of imports now exceeds the pre-
war peak rate of 1929 by about two-fifths,
while gross national product valued at con-
stant prices has increased since 1929 by about
four-fifths.
Imports have been stimulated by the avail-
ability of a wide range of semimanufactures
and manufactures from Europe on terms
generally more attractive than before the
1949 devaluations. The most striking in-
creases, as shown in the table, were those in




























































































2 Excluding chemicals classed as crude materials.
8 Excluding ore.
NOTE.—Derived from Department of Commerce data on imports
for consumption. Quantity changes for steel mill products, chemi-
cals and related products, and miscellaneous groups estimated by
Federal Reserve. Details do not add to total because of rounding.
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steel and chemicals. Imports of steel began
to rise in March 1950 and those of chemicals
in August; both grew steadily through the
rest of the year, and imports of chemicals
rose even more sharply from December 1950
to January 1951. The high level of construc-
tion activity in 1950 was responsible for a
large increase in lumber imports, particularly
from Canada. Average costs of imports of
semimanufactures and manufactures, taken
as a whole, lagged behind United States
wholesale price indexes for these classes of
goods, but by the end of 1950 had advanced
almost to the highest point reached in 1948.
The inelasticity of supply of some im-
ported materials, in the face of the inflated
demand unleashed by expectations of heavy
stockpiling, caused striking differences be-
tween the value and quantity increases for
certain imports shown in the table on the
preceding page. The value of rubber imports
tripled between October-December 1949 and
the last three months of 1950, but the quan-
tity increased only one-fifth. The value of
wool imports rose over 50 per cent, but the
quantity imported in the fourth quarter of
1950 was no greater than that a year earlier.
Imports of tin also were virtually unchanged
in quantity between the last quarter of 1949
and the last quarter of 1950. The value of
tin imports had not yet reflected the sharp
advances in tin prices which occurred in
late 1950 and early 1951. When detailed
statistics for the early part of 1951 become
available, they will undoubtedly show fur-
ther increases reflecting higher purchase
prices and in the case of wool a seasonal
increase in volume.
Imports of certain foodstuffs, particularly
coffee and cocoa, were somewhat smaller in
quantity last year than in 1949. Prices of
these commodities, however, were much
higher than in most of 1949. For the year
as a whole, the quantity of coffee imports
decreased 16 per cent; the fourth quarter
comparisons shown in the table reflect the
tapering off of purchases after abnormally
heavy arrivals during the third quarter.
Heavy scare buying of sugar also occurred
in the late summer. In this case the volume
of imports in the fourth quarter was greatly
reduced from the September level, but it
remained higher than the year before.
The increase in United States imports has
augmented the dollar earnings of every im-
portant region and country, as is shown in
the table. The rise in imports from Western
Europe was slow in appearing, but by the
fourth quarter of 1950 the value was doubled
from a year before. The expansion of im-
ports was especially notable in the cases of
steel and chemicals from Germany and
France, textiles from Italy, and woolens,
automobiles, and metal products from the
United Kingdom.
SOURCES OF UNITED STATES IMPORTS
FOURTH QUARTER 1950
Source

































































NOTE.—Department of Commerce data on general imports.
Details do not add to total because of rounding.
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MERCHANDISE EXPORTS
Exports from the United States reached
their postwar low in January 1950 and in-
creased in 1950 less rapidly than world trade
as a whole. The physical quantity of world
merchandise trade is estimated to have in-
creased about 15 per cent from the second
half of 1949 to the second half of 1950,
while United States exports were up only
1 per cent in value and were slightly smaller
in physical quantity than in the second half
of 1949. Toward the end of 1950, however,
there was a sharp rise in exports which
lifted the fourth-quarter total value 21 per
cent, and the quantity 12 per cent, above the
average for the preceding nine months.
The expansion in exports near the end of
last year was broadly distributed among
commodity groups. However, the third-to-
fourth-quarter rise in exports of foodstuffs
and agricultural raw materials was partly
seasonal in character. Export quotas were
imposed on raw cotton, following a short
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1 Machinery and vehicles, except merchant vessels and special
categories; and steel mill products.
2 Commodities for which destinations of exports are not pub-
lished.
NOTE.—Department of Commerce data on exports of domestic
merchandise, which exclude re-exports. Details do not add to
total because of rounding.
crop; despite a considerable advance in price,
the value of exports remained below the av-
erage for the first nine months of 1950, as
shown in the table. Substantial shipments of
coal were made to Europe.
Exports of semimanufactures and finished
manufactures, which constitute more than
two-thirds of all exports, showed substantial
increases above the rate of the first nine
months of 1950, but remained much smaller
in value than before mid-1949. There was
a very sharp rise in "special category" exports,
which are principally certain electrical ap-
paratus, munitions, military vehicles, and
special machinery. Outside of the special
categories, exports of steel and steel products,
including the important machinery group,
advanced relatively little.
Demands in foreign countries expanded
under pressures less intense but of the same
character as those experienced in the United
States. In Europe and Japan the rise in in-
dustrial production, which had slackened for
a time in 1949, was resumed in 1950. By
the end of 1950 industrial production in
Western Europe was about 140 per cent
of the 1938 level, as compared with 110 per
cent two years earlier. Expanding incomes
created rising demands for imports of all
kinds. As prospects for a general decline of
commodity prices in 1950 vanished, addi-
tional demands for stocks of materials to
support larger output became evident in
the industrial countries. In the raw mate-
rial producing countries, where incomes rose
with advancing export prices, stronger de-
mands emerged for imports of both con-
sumer goods and capital goods. In some of
these countries, however, the expansion of
incomes was kept partially in check by in-
creased export taxes.
The moderate rise in United States ex-
ports in the spring and early summer of last
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year was partly seasonal in character. Sig-
nificant increases occurred at that time in
exports to Canada, and to Colombia and
Brazil. The two Latin American countries
had been major beneficiaries of the sharp
advance in coffee prices a few months before.
Exports to two other neighboring countries,
Mexico and Cuba, had risen even earlier,
and these gains were preserved in the sec-
ond quarter. As improvement of world
trade conditions broadened and as foreign
countries' restrictions on imports were re-
laxed, exports to Western Hemisphere coun-
tries expanded further in the latter half of
the year. The same pattern of steady rise
occurred in exports to Switzerland and to
Japan.
In United States exports to Europe, to the
sterling area, and to nonsterling countries
in Asia and Africa with few exceptions, the
low point was not reached until the third
quarter of 1950. In September, partly for
seasonal reasons, there was a sharp upturn
in exports to Europe. In November and De-
cember, exports to almost every part of the
world increased. Substantial net downward
shifts from the fourth quarter of 1949 to the
fourth quarter of 1950 were few, as is shown
in the table. They were due, in the case of
Germany, Greece, and Austria, to rapid
domestic recovery and an exceptionally large
increase in German imports from other
sources; for the Philippines, to sharp cur-
tailment of imports by controls that were
put into effect at the end of 1949; and for the
sterling area outside the United Kingdom
and India, to devaluation and a continued
close control of dollar expenditures. After
a drastic cut in its dollar imports in 1949,
India bought more grain and cotton in 1950.
Limits on the expansion of world trade are
being felt from both the supply and the de-
mand sides. Inelasticity of supply is evi-
DESTINATIONS OF UNITED STATES EXPORTS
FOURTH QUARTER 1950
Destination
Continental ERP countries and
their dependencies:
Switzerland










































































1 In this table Hong Kong is included in "Other Far East" in-
stead of "Other sterling area."
NOTE.—Department of Commerce data on exports, including
re-exports. Destinations of special category exports (272 million
dollars in fourth quarter of 1950 and 113 million in fourth quarter
of 1949) are no longer published. Percentage increases since 1948
are understated, and decreases overstated, because of inclusion
of special category exports in the 1948 data. Details do not add
to total because of rounding.
dent especially for raw materials. Also, at
the beginning of 1951 it appeared likely that
exportable production of manufactures in a
number of industrial countries including the
United States might be limited by domestic
requirements. On the demand side, the
extent to which the authorities controlling
imports in foreign countries have allowed
import demands to become fully effective
has varied from country to country.
The restrictions imposed by many gov-
ernments upon imports paid for with dol-
lars were among the chief causes of the de-
cline of United States exports in 1948 and
1949. Such controls were intensified in
Latin America in 1948, and at the middle of
1949 the sterling area countries took similar
action to protect the area's dollar reserves.
Last year, as internal financial equilibrium
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was further strengthened in many countries
and as demands for imports from the United
States were diminished by the effects of cur-
rency devaluations, these controls lost some
of their importance. Many governments,
particularly outside the currency areas affili-
ated with European countries, relaxed re-
strictions on imports of dollar goods as their
monetary reserves increased.
There has been a strong movement, par-
ticularly in Western Europe and the sterling
area, to relax restrictions on nondollar im-
ports. In Latin America, also, exchange con-
trol developments have been generally in
this direction, for nondollar as well as for
dollar transactions. However, restrictive
controls were still maintained in 1950 by
some countries, notably Argentina. The
liberalization of intra-European trade under
the auspices of the Marshall Plan organiza-
tion (OEEC) began to take full effect in
1950, and overseas imports from nondollar
areas have been largely freed from control by
most European countries. In the United
Kingdom, however, policies affecting most
nondollar imports continued to have a re-
strictive effect through most of last year.
UNITED STATES GOVERNMENT LOANS
AND GRANTS
Until mid-1949, loans and grants by the
United States Government and its agencies
played a major role in financing foreign
purchases from the United States. After the
liquidation of gold and dollar resources by
other countries came to an end in 1949, there
was a marked reduction in the amount of
loans and grants extended to Europe and
Japan to assist in their economic recovery.
By the last quarter of 1950 the rate of net
disbursements for this type of aid, at less than
3 billion dollars a year, had been cut to one-
half the rate of the first six months of 1949.
A further decrease is in prospect, since addi-
tional allocations of ERP aid to the United
Kingdom were suspended as of January 1,
1951. The requirements of European coun-
tries for general economic assistance in the
fiscal year 1951-52 are being reviewed in con-
junction with the plans of these countries
for increased defense expenditures, and will
soon be considered by the Congress.
Under a program authorized by the
Mutual Defense A*ssistance Act, enacted in
1949 and amended last July, European coun-
tries and others in the Far East and Near East
are to receive large amounts of military sup-
plies on a grant basis. Appropriations for
this program have already amounted to 6.5
billion dollars, and the President's Budget
Message indicated that appropriations to be
requested for military and economic as-
sistance in the fiscal year 1951-52 would total
9.5 billion. Under the present legislation
the principal form of military assistance is
expected to be delivery of military supplies
procured in the United States, while a part
of the available funds will be used for pro-
curement of military equipment in Western
Europe and for raw materials and industrial
equipment from various sources. Expendi-
tures under this Act in the calendar year
1950 amounted to 517 million dollars.
United States Government loans and
grants under other programs, as shown in
the table, were much smaller in 1950 than
in 1949. In the fourth quarter of 1950 the
amount of net disbursements, including cer-
tain contractual payments, was 91 million
dollars. Of this total about 65 million was
for settlement of war damage claims in the
Philippines under a program that is now
completed. Other outlays, including dis-
bursements on Export-Import Bank and
other loans, totaled 107 million dollars before
deduction of repayments on outstanding
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loans and only 26 million on a net basis.
These disbursements included loans to vari-
ous countries to assist in economic develop-
UNITED STATES GOVERNMENT GRANTS AND CREDITS
[In millions of dollars]
Category of aid
General recovery aid, principally to
Europe and Japan; net grants and
loans
 1





Net of principal repayments
Other long-term capital, net
Short-term capital, net
Other grants, net
Pensions and other transfers







































1 European Recovery Program and Army Civilian Supply Pro-
gram; net after deducting receipts of 5 per cent counterpart funds
under ERP.
2 Excludes loans by commercial banks at risk of Export-Import
Bank.
3 Including also pensions and other transfers.
NOTE.—Department of Commerce balance-of-payments data.
ment, expenditures under the ECA short-
term development program for Southeast
Asia, Point Four technical assistance in
Latin America and elsewhere, grants to inter-
national organizations, and transfers abroad
of United States Government pensions.
These or similar programs are expected to
continue in 1951-52, along with emergency
assistance such as food purchases for Yugo-
slavia. The Report to the President on For-
eign Economic Policies, submitted by Mr.
Gordon Gray in November 1950, recom-
mended the working out of technical as-
sistance and development programs by the
United States, in cooperation with interna-
tional organizations, that might require
yearly about 500 million dollars of grants,
as well as 600 to 800 million a year of net
outflow of capital from the United States
through the International Bank for Recon-
struction and Development and the Export-
Import Bank. These amounts suggested in
the Gray report are larger than those im-
mediately in prospect.
During 1950 the Export-Import Bank au-
thorized new credits of 566 million dollars
and made gross disbursements of 192 million.
Because of substantial repayments of princi-
pal on outstanding loans, its net disburse-
ments were only 73 million. The correspond-
ing figures for the International Bank were
279 million of new credits, 67 million gross
disbursement of dollar funds, and 65 million
net disbursements of dollars.
OTHER UNITED STATES CAPITAL
TRANSACTIONS
The net outflow of private American capi-
tal from the United States was substantially
larger in 1950 than in 1949. The total net
flow, so far as it has been identified in balance
of payments estimates, was 1.1 billion dollars
as compared with about 600 million dollars
the year before. Unidentified outward move-
ments of private capital may have amounted
to several hundred million dollars more.
In large part, the increased outflow was
due to temporary influences, and was unre-
lated to the main trends in international pay-
ments. Transfers of funds in the hope of
speculative profits, such as those made to
Canada in the second and third quarters of
1950, and on a smaller scale to the United
Kingdom and Latin America in the last
quarter, did not continue in significant vol-
ume in early 1951. The factors influencing
these unusual movements were discussed in
the March issue of the BULLETIN.
Another special type of movement in 1950
was a net outflow of nearly 200 million dol-
lars of long-term capital to Continental
Europe. This was due primarily to a private
loan to France and was directly associated
with purchases of United States securities by
France in a similar amount.
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The rate of net outflow of short- and long-
term private capital for purposes directly re-
lated to United States trade and fixed invest-
ment abroad was relatively low in the first
half of 1950, but rose in the course of the
year. For the year as a whole new long-
term investments in affiliates and branches
of American companies were somewhat
smaller than in 1949. As the result of the
development of new investment programs in
Canada, however, total net outflow of direct
investment in the second half was at an
annual rate comparable with the 800 million
dollar total for 1949. Similarly, following a
liquidation in 1949 and early 1950 of short-
term credits previously outstanding in Latin
America and Continental Western Europe,
a new rise in commercial credits accompanied
the upturn in United States exports in the
latter part of 1950.
Net transfers of dollar deposits and securi-
ties to foreign ownership in 1950, together
with United States sales of gold to foreign
countries and international institutions, to-
taled 3.6 billion dollars in 1950, of which
one-fourth occurred in the last quarter. For
all countries combined, these gold and dollar
transfers are fully accounted for in the year
as a whole by the balance-of-payments
estimates shown in the table on page 364.
For particular regions or countries, there are
differences arising from transfers of dollars
between foreign countries as well as from
unidentified transactions between them and
the United States.
More than half of the gold and dollar as-
sets transferred in 1950 by the United States
went into holdings of the sterling area and
Western Europe, the United Kingdom and
sterling area obtaining 1.0 billion dollars and
the Continental countries 900 million dollars.
Changes in foreign gold holdings and short-
term dollar balances in 1950 were reviewed
in detail in the March issue of the BULLETIN.
BALANCE OF PAYMENTS OF CONTINENTAL
WESTERN EUROPE
While the Continental countries partici-
pating in the Marshall Plan showed a great
improvement in their combined dollar posi-
tion in 1950, there was still a substantial
deficit in the current account of the group
with the United States. Apart from the
Mutual Defense Assistance Program, their
deficit with the United States on account of
goods, services, and remittances in 1950 was
approximately 1.0 billion dollars. The net
amount of nonmilitary aid provided by the
United States to these countries was approxi-
mately 2.2 billion dollars. Part of the aid
was to finance European imports from other
countries. Each of these amounts showed a
substantial reduction from 1949, when the
deficit was 2.5 billion and the amount of aid
3.6 billion dollars. During 1950 the Conti-
nental European deficit with the United
States (exclusive of military goods and serv-
ices) declined further, and in the fourth quar-
ter it was at an annual rate of about 700
million dollars. Nonmilitary aid in this
quarter was at a rate of about 1.8 billion
dollars.
The three chief causes of the decline
in Europe's deficit with the United States
were the continuing recovery of production
within Europe, the readjustment of currency
exchange values in 1949, and the achieve-
ment of a considerable degree of internal
financial stability. These accomplishments
have enabled Western Europe to reduce its
purchases from the United States and, more
recently, to meet a considerable part of this
country's increased import demands.
The maintenance of aid at present levels,
despite the increase in European dollar re-
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serves, results partly from lags in disburse-
ment of larger amounts that were allocated
at earlier dates. Withdrawal of aid already
allotted to a country, on the ground that its
need had diminished in the meantime,
would tend to discourage rather than en-
courage maximum efforts by the country
to reduce its trade deficit, and has been
avoided as a matter of policy.
While reducing imports from the United
States, Western European countries have in-
creased greatly their imports from each other
and from the rest of the world. The monthly
average volume of intra-ERP trade, measured
at constant prices, rose about 40 per cent
from the last quarter of 1949 to the last
quarter of 1950. It is estimated that the
quantity of imports by the Continental ERP
countries from non-ERP countries other
than the United States rose about 25 per
cent. Despite an even greater increase of
their exports to the other areas, estimated at
about 45 per cent in quantity, these Euro-
pean countries have not been able to elimi-
nate their trade deficits either with the ster-
ling area or with Latin America and Canada.
The deficit with the sterling area has ac-
tually increased since 1949, partly as a result
of the rise in import costs relative to Euro-
pean export prices. During the first half of
1950, according to the official balance of pay-
ments of the United Kingdom, the Conti-
nental countries paid for this deficit partly
with the sterling they received from some
countries outside Western Europe, partly
with their sterling reserves, and partly with
grants extended to them by the United King-
dom in consideration of its own receipts of
dollar aid from the United States. Since
the establishment of the European Payments
Union (EPU) in the middle of 1950, the
United Kingdom has extended through that
institution additional grants and credits to
the Continental countries to finance their
deficits with the sterling area. The cumu-
lated deficits, and the credits extended to
cover them, have become sufficiently large
so that under the rules of the EPU the
United Kingdom now extends credit for
only 50 per cent of further sterling deficits
incurred by these other members, and re-
ceives payment from the EPU in gold or
dollars for the remainder. The debtor coun-
tries make dollar settlements to the EPU on
a sliding scale,, depending on the over-all
deficit of each country with other EPU mem-
bers and their currency areas. In the second
half of 1950 the largest deficit in intra-
European payments was that of Germany.
The deficits of Continental Western Eu-
rope with Canada and with some of the
countries of Latin America are also settled
in dollars. This is the principal reason why
the acquisition of gold and dollars in 1950
by the Continental countries from the
United States was substantially less than the
balance of identified United States payments
and receipts with this area. Part of the dif-
ference may be due, however, to errors and
omissions in the United States balance of
payments. The interarea dollar payments
made by Continental Western Europe, plus
any unidentified net payments to the United
States, amounted to about 300 million dollars
in 1950, exclusive of transfers through EPU
to the Bank for International Settlements.
The outlook for Continental Western
Europe's balance of payments in the coming
year contains great uncertainties, relating
chiefly to the impact of rearmament upon
the domestic economies and the external pay-
ments position of this area. Inflationary
pressures arising from defense expenditures
will tend to reinforce the effects of higher
import costs in pushing up the cost of living,
wage rates, and money incomes generally,
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and the diversion of resources to their defense
programs may make it more difficult for
these countries to maintain large exports.
BALANCE OF PAYMENTS OF THE UNITED
KINGDOM
Unlike the other Western European coun-
tries taken as a group, the United Kingdom
had an over-all surplus on current account
last year. This favorable balance, amounting
to 229 million pounds according to British
data shown in the table, was equivalent to
nearly 650 million dollars. The United
Kingdom had a surplus of about this amount
with the rest of the sterling area. Its direct
transactions with the nondollar nonsterling
world yielded a surplus, chiefly with Conti-
nental Western Europe; this was approxi-
mately equivalent to its deficit with the
dollar area.
Because of the wide use of sterling as a
currency in which to hold reserves and make
international settlements, a favorable over-all
position does not necessarily yield the United
Kingdom commensurate receipts of gold and
dollars. For the United Kingdom's net re-
serve position, a favorable balance of pay-
ments might mean only that the amount of
short-term sterling liabilities owed by the
United Kingdom to other countries would
DOLLAR AND STERLING ACCOUNTS IN THE UNITED KINGDOM BALANCE OF PAYMENTS
[Receipts, +
Balance on current account .
Dollars transferred to U. K. by rest of sterling area
5. . .
Gold from rest of sterling area bought with sterling....
Dollar settlements outside sterling area
Sterling paid to rest of sterling area (—) by "rest of
world" (+) . .
U. K. drawings on Canadian credit
KRP grants and loans to U. K. net . . . ...
Grants and credits extended by U. K.
6
Other U. K. capital transactions
Net total of transactions accounting for changes in
reserves and sterling liabilities
Increase in U. K. gold and dollar reserves


























































































































1 Includes Canadian dollars; includes transactions with Canada and other "dollar area" countries as well as with United States.
2 Absence of figures on second to fifth lines indicates that the receipts and payments in gold and dollar or sterling accounts on those
lines represent the two sides of transfer transactions that do not affect the net total of U. K. transactions.
a £ =$2.80.
4 £=$4.03 before Sept. 18, 1949, and $2.80 thereafter. Figures in dollars and sterling for the year 1949 cannot be translated at a
uniform average rate because of variations in the timing of receipts and payments.
5 Includes dollars from ERP aid to Ireland (57 in 1950, 64 in 1949), drawings by rest of sterling area on the International Monetary
Fund in 1949 (52), and subscriptions to IMF and IBRD in 1950 (-7).
6 U. K. net grants to other ERP countries, U. K. credits to EPU, increase (—) in U. K. official holdings of nondollar currencies, and
payments in revaluation of U. K. liabilities after Sept. 18, 1949. Other U. K. Government loans are included in "other U. K. capital
transactions."
7 Includes repayment of loan from South Africa (—80) and gift from Australia (+16).
8 Excludes amount of subscription in sterling to International Monetary Fund ( — 173).
9 Excludes adjustment of sterling value of gold and dollar reserves on Sept. 18, 1949 (+149). Changes in gold and dollar reserves
(in millions) were —£127 ($516) before Sept. 18 and +£124 ($348) after Sept. 18.
NOTE.—Derived from U. K. White Paper (Cmd. 8201) published April 1951.
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be reduced. These liabilities constitute a
potential claim on Britain's gold and dollars,
although at the present time their converti-
bility is severely limited by the exchange con-
trols of the sterling area. Actually, in 1950
there was an increase, rather than a decrease,
in these sterling liabilities to nondollar coun-
tries. The rise of 283 million pounds was
equivalent to nearly 800 million dollars. This
increase in liabilities, in the face of a current
surplus for the United Kingdom with these
countries, was due, as the table shows, to
several factors, including extension of grants
and credits by the United Kingdom, private
capital movements and, finally, very sub-
stantial receipts of gold and dollars from
the rest of the sterling area, in exchange for
sterling.
The marked reversal in the trend of the
United Kingdom's gold and dollar holdings
can be traced in considerable part, though by
no means wholly, to the curtailment of
imports by the other sterling area countries
from the United States and other dollar area
countries, and to the rise in value of ster-
ling area exports to the dollar area in
1950. The rest of the sterling area, which
in 1949 had contributed newly produced gold
to the central reserves but had drawn about
250 million dollars from these reserves for
its own dollar expenditures, was able in
1950 to transfer dollars as well as gold to the
United Kingdom. The dollar surplus of
the rest of the sterling area transferred to
the central reserve in 1950, as the table shows,
was about 550 million dollars.
The rise in the United Kingdom's reserves
of dollars and of gold from all sources was
1.6 billion dollars in 1950. The increase
would of course have been substantially
smaller in the absence of continued Marshall
Plan aid, which amounted to about 650 mil-
lion dollars. This was considerably less than
in 1949. The even greater improvement,
however, in the United Kingdom's own
balance on goods and services was an im-
portant factor in the shift from a loss to a
a gain of reserves. In 1950 the United King-
dom had a slight surplus on goods and serv-
ices with the United States, according to
United States data. With the dollar area as
a whole, the United Kingdom still had a
deficit on current account in 1950 but, as the
table shows, this was only 300 million dollars
as compared with 1.1 billion dollars in 1949.
A temporary flow of United States short-
term capital to the United Kingdom aug-
mented the increase in sterling area reserves
in the second half of 1950. United States
balance-of-payments data show a marked in-
crease in unidentified net receipts of dollars
by the United Kingdom, suggesting that
this temporary flow was considerably greater
than the recorded figure of 74 million dol-
lars. Part of this movement was probably
for the purpose of making advance pay-
ments for imports of sterling area products
that did not enter this country before the end
of the year.
The agreement to suspend allotments of
ERP aid to the United Kingdom does not
result in an immediate cessation of disburse-
ments from funds that had been allotted be-
fore the suspension. Moreover, the an-
nouncement of the agreement made it clear
that aid could be resumed in the future if
necessary. Uncertainties regarding the
United Kingdom's balance of payments in
the near future arise not only from the unpre-
dictable impacts that rearmament will have
in Britain, as on the Continent, but also from
special questions such as future world prices
for sterling area exports like rubber, tin, and
wool. Moreover, it is now evident that the
United Kingdom's imports in 1950 were
lower than will be necessary to sustain cur-
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rent rates of production and consumption in
Britain. As the chart shows, the upward
trend in the total value of imports was kept
severely under control, and the quantity of
total imports in the last quarter of the year
was actually smaller than in the last quarter
of 1949, in striking contrast to the 20 per cent
increase in physical volume of United States
imports and the similar increase in total
quantity of imports of the Continental West-
ern European countries, also shown in the
chart.
IMPORTS OF ERP COUNTRIES
VOLUME AT 1948 PRICES








NOTE.—Based on Economic Cooperation Administration data
for dollar value of imports (c.i.f.) and quantity indexes. Fourth
quarter 1950 for Continental ERP countries and first quarter
1951 for United Kingdom partly estimated by Federal Reserve.
INTERNATIONAL COOPERATION IN USE OF
WORLD RESOURCES
Heavy demands are being thrown upon
the productive capacities of raw material
producing countries and industrial coun-
tries alike. In part these demands stem di-
rectly from high-priority requirements for
mutual defense. In part they are demands
to allow the maintenance of high levels of
consumption. In part they are speculative.
Efforts of international cooperation are
being made to assure effective distribution
and utilization of scarce materials in world
commerce. For this purpose, and to make
recommendations on expanding production
and increasing availability, an International
Materials Conference has been established in
Washington with a broad representation of
producing and consuming countries.
Within the United States Government a
Committee on Foreign Supplies and Re-
quirements has been established by the Di-
rector of Defense Mobilization to advise him
on allocations of materials and manufactures.
Current capacity levels of output have been
reached in basic industries in this country,
and growing demands thrown upon the
metal-fabricating industries by defense ex-
penditures, as well as by capital expenditures
to facilitate future defense output, have made
it necessary for the Federal Government to
exercise some control over other uses of vari-
ous metals. The interests of the United
States call for a well balanced allocation of
United States output of metal products and
other manufactures between civilian uses in
this country and exports to friendly countries.
The curbing of inflationary pressures in
every country is vital for the efficient use of
world resources. Each country can make
an important contribution to increasing
world production and restraining inflation
elsewhere, by keeping inflationary tendencies
in its own economy under control. Effective
fiscal and credit controls will work in this
direction by checking unnecessary demands
for imports and by restraining domestic de-
mands for production that could go into
exports.
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